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Introduction 


The underlying intent of Canada’s personal income tax system is to tax people 
fairly. This requires that all Canadians pay their share of tax. Their tax liabilities 
should reflect their abilities to pay. At the same time, however, the tax system 
allows a certain number of tax deductions and tax credits that are designed to 
meet some important social and economic objectives. For instance, the investment 
tax credit is designed to encourage businesses to invest in new, modern equipment. 
There also are special deductions and credits for business activities in such areas 
as oil and gas exploration and scientific research and development. The incentives 
stimulate activity in these areas. Similarly, for social policy purposes, individuals 
who donate money to a registered charity are allowed to deduct the amount from 
taxable income. Other deductions include personal exemptions and the special 
deductions from tax of the first $1,000 of qualifying investment and pension 
income. 


Individuals who make use of such tax deductions and credits pay less income tax 
than they otherwise would. Indeed, according to taxation statistics published by 
Revenue Canada, some high-income Canadians pay no personal income tax. This 
fact has raised concerns about the fairness of the tax system. 


The federal government believes that all Canadians should contribute their fair 
share to the tax revenue needed to finance government services. To achieve the 
goal of greater tax fairness, the government is proposing to introduce a minimum 
tax on personal incomes effective from the 1986 taxation year. 


It is, however, a complicated task to design and implement such a minimum tax. 
Many complex tax structure and policy issues must be considered. To obtain 
public input on how these issues should be resolved, the government has published 
a discussion paper entitled A Minimum Tax for Canada. 


The discussion paper is intended to inform interested Canadians of: (1) the profile 
of higher-income individuals who pay little or no personal income tax and why this 
occurs; (2) the possible ways of putting the concept of a minimum tax into 
practice; and (3) the practical implications of imposing a minimum tax. 


The analysis in the discussion paper deals primarily with the federal income tax. It 
does address, however, the issue of provincial participation in the different types of 
minimum tax structures examined. Two provinces have recently proposed to 
implement tax provisions that in part address the concerns about higher-income 
individuals paying little or no tax. The federal government intends to consult with 
the provinces to ensure the greatest possible federal-provincial harmonization in 
this area. 


Consultations with the public will begin immediately to allow ample opportunity 
for public input and adequate time to make decisions on the form of the minimum 
tax before the end of 1985. 


This summary of the discussion paper is intended to give readers only a brief 
overview of the critical issues involved. Those wanting a more detailed and 
technical presentation are referred to the discussion paper, which can be obtained 
by writing to the Department of Finance, Ottawa, K1A 0GS or by calling 

(613) 995-2855. 


Background 
Some High-Income Earners Pay No Tax 


When the issue of high-income earners paying no tax is raised in public by the 
media or other interested parties, the statistics usually referred to are those 
published by Revenue Canada in Taxation Statistics. 


These statistics, which are prepared from information provided on individual tax 
returns, are shown in Table 1. For 1982 (the latest year for which complete data 
Table | 


Number of Non-Taxable Filers Over 1972-1983 
Based on Income Figures in Constant 1982 Dollars 


Non-taxable filers 


Income $50,000 and over Income $200,000 and over 
Per cent of Per cent of 
filers in filers in 
the income the income 
Number range Number range 
1972 ih) 0.3 S71 0.5 
1975 1,345 0.4 76 0.7 
1977 2,004 0.5 9] 0.8 
1978 8,376 2.0 a5 Dae 
1981 10,536 2.3 498 3.6 
1982 hea) 153 Zio i: 
1983 7,036 Le 240 1.8 


—————————— ee 


‘) These figures differ from those reported in Taxation Statistics because the $50,000 and 
$200,000 income limits are defined in constant 1982 dollars for all the years chosen for 
purposes of this table. Taxation Statistics for 1981, for example, reported 8,031 tax filers 
paying no tax who had incomes of $50,000 and over in 1981 dollars. 

® Preliminary statistics for 1983. 


Source: Revenue Canada, Taxation Statistics for various years. 


are available), the number of Canadians with “total assessed incomes” of $50,000 
or over who paid no income tax was 5,515, or 1.3 per cent of all tax filers in that 
income range. 


In the 10-year period leading up to 1982, the proportion of non-taxpaying filers in 
the $50,000 and over income group (based on constant 1982 dollars) rose from 

0.3 per cent in 1972 to 2.3 per cent in 1981 before dropping significantly to 1.3 per 
cent in 1982. The preliminary statistics for 1983 show an increase to 1.7 per cent. 
The proportion of non-taxpaying filers in the $200,000 and over income range 
followed a similar pattern. 


Definition of Total Income Has Shortcomings 


Revenue Canada’s statistics are based on a definition of total assessed income as 
shown at the bottom of page 1 of the Tl General Individual Income Tax Return. 
For any individual tax filer, this definition of total income is not necessarily the 
same as economic income — that is, the income actually received or earned. This is 
because of a number of exclusions and inclusions that are involved in Revenue 
Canada’s definition of total income. 


Some important items included in Revenue Canada’s income definition cause total 
assessed income to overstate economic income. One such inclusion is the grossed- 
up value of dividend receipts from Canadian corporations; in effect, 50 per cent 
more is reported than is actually received in dividends, as part of the system to 
integrate the taxation of corporate and individual income. Also included in the 
definition are the amounts transferred between registered pension plans. A third 
item is the reporting of investment income on a gross basis, which does not take 
into account the interest costs and other carrying charges incurred in earning the 
investment income. In all three cases, adjustments are made subsequently in the 
tax return. 


There are, at the same time, some important exclusions from Revenue Canada’s 
definition which result in an understatement of economic income for some tax 
filers. One such exclusion is the non-taxable part of capital gains. Another is the 
exclusion of a portion of accrued but unrealized interest income. 


Adjusted Gross Income Is a Better Measure 


Given the shortcomings of total assessed income as a measure of economic income, 
the discussion paper uses an alternative income measure, known as “adjusted gross 
income”. This is calculated by adjusting total assessed income for most of the 
major exclusions and inclusions that can be identified in the taxation statistics. 


If adjusted gross income is used instead of total assessed income, the result is a 
significant drop in the number of high-income filers and also a significant drop in 
the number of those high-income filers who pay no tax. The data also reveal that 
the proportion of tax filers with large differences between these two income 
measures is very high among those with large amounts of investment income. 


From these observations, it is obvious that the analysis of the tax burden of high- 
income filers is very sensitive to the definition of income used. Since adjusted gross 
income is a more accurate measure of economic income, it is the definition used in 
the analysis in the discussion paper and in this summary. 


Those Paying “Little” Tax Should Also Be Included 


While public attention has focused largely on high-income earners who pay no tax, 
there are also significant numbers of such individuals who pay low amounts of 
personal income tax. To provide a proper evaluation of the situation, the analysis 
was extended to include all high-income individuals who pay less than 10 per cent 
of adjusted gross income in federal income tax. 


As Table 2 shows, 3,995 tax filers with adjusted gross incomes of $50,000 or more 
paid no tax in 1982, while 26,983 paid tax of 10 per cent or less of their incomes. 
In effect, 30,978 individuals, or 7.6 per cent of total tax filers earning $50,000 and 
over, paid little or no federal income tax. 


Table 2 


Distribution of High-Income Filers 

($50,000 and Over in Adjusted Gross Income) 

By Average Federal Tax Rates in 1982 
ee ee ST ee 


Per cent 
Average federal tax rate‘) Number of total 
eee ene ate ee eee EE ee a ee oe 
Zero 3,995 1.0 
0.1 — 10 per cent 26,983 6.6 
Over 10 per cent 377,443 92.4 
Total 408,421 100.0 


ee. ee ea eee 


‘) Defined as federal taxes payable, before foreign tax credits and the Quebec abatement, as a 
percentage of adjusted gross income. 


Source: Revenue Canada, TI sample. This is a sample of returns of tax filers stratified by 
variables such as income, occupation and region. All subsequent tables are also based on this 
data source unless stated to the contrary. 


Types of High-Income Earners Who Paid Little or No Federal Income Tax 


The occupations of tax filers can be determined according to their main source of 
income. The statistics show that among higher-income earners, farmers and 
fishermen, business proprietors, property owners and investors were much more 
likely to be among those paying a tax rate of 10 per cent or less than were 
employees or professionals. 


Only a minority of high-income earners, however, were able to maintain this low- 
tax position over a number of years. An analysis of high-income tax filers in the 
1972-1979 period shows that, of those who paid little or no tax, very few were able 
to sustain this situation for more than one year. 


Consequently, when a longer-run perspective of the tax burden of high-income 
individuals is taken, it is found that the proportion consistently paying little or no 
tax is markedly smaller, perhaps less than one-tenth that observed in any single 
year. This arises both from the volatility in income over time and the tendency for 
tax rates to average out to reasonable levels over a number of years, since many 
tax concessions provide a deferral of tax liability rather than an outright 
exemption. 


Why They Paid Little or No Federal Income Tax 


The prime sources of tax reduction are shown in Table 3, which itemizes the 
amounts by which high-income earners paying little or no tax were able to reduce 
their taxable income in 1982 through the use of a variety of deductions and 
credits. (In the case of tax credits, the table shows their deduction equivalent, that 
is, the amount of income effectively sheltered by the credit. This allows a direct 
comparison to be drawn between deductions and tax credits.) 


In general, the major reductions in taxes result either from the manner in which 
investment income is taxed or from incentives to encourage investment. Business 
losses are also a significant cause of reduced taxes, but these can arise both from 
real business losses and from the use of tax incentives such as accelerated capital 
cost allowances. 


The table clearly shows that one of the main sources of tax reduction was the 
dividend tax credit; both its frequency of use and the average amount of credit 
claimed were high. Viewed only at the personal income tax level, the gross-up and 
dividend tax credit structure serves to reduce significantly the tax burden of the 
individual. However, an important consideration is the fact that dividends are paid 
out of the after-tax earnings of corporations and the dividend tax credit is 
designed to reduce the double taxation of dividend income. A more complete view 
of the tax burden on dividend income would therefore take into account taxes paid 
at both the corporate and personal levels. 


The second most important item is the tax exemption for half of realized capital 
gains. However, in the case of capital gains on shares, the exemption serves to 
offset taxes that may have already been paid at the corporate level. 


Carrying charges (mainly interest expenses) in excess of investment income are 
the third most significant source of low average tax rates for high-income earners. 
The number of high-income, low-taxpaying individuals in this circumstance is 
small, but the average amounts claimed are quite large. 


Table 3 


Sources of Low Tax Rates for High-Income Filers 
Paying Average Federal Tax Rates of 10 Per Cent or Lower in 1982 
ae ee eee eee a le ie Ben ie ee Ea 


Number 
of filers Average 
Total claiming amount 
Item amount item claimed 
ee ee ee ee eee Rees. ee ee eS ee ee a et ee 
($ millions) ($) 
Adjusted gross income UDENY 30,978 72,600 
Investment items 
Deduction equivalent of dividend 
tax credit 404 18,771 21,500 
Capital gains exclusion 251 [5,021 16,100 
Carrying charges in excess of investment 
income 129 4,215 30,600 
Deduction equivalent of investment 
tax credit 72 87022 19,900 
Negative net rental income from MURBs 63 4,266 14,800 
Excess capital loss on private business 
securities 43 [357 31,700 
Drilling fund investment incentives 2s 1,543 by 500 
Film investment incentives 13 1,196 10,900 
Allowable prior year business losses 40 928 43,100 
Allowable prior year capital losses 6 903 6,600 
Business losses 
Current year business losses [22 5,206 23,400 
Current year farming losses 4] 2n2tS 18,000 
Social policy items 
Registered pension plan contributions 
(employees only) 7 2,880 2,400 
RRSP contributions 80 14,120 5,600 
Charitable donations 38 8312 2,900 
Alimony deductions 43 2,154 20,100 
Medical expenses 26 2,258 11,500 
Gifts to the Crown 21 319 65,800 


The general investment tax credit, as well as the specific tax incentives to 
encourage certain types of investment such as multiple unit residential buildings 
(MURBs), Canadian films, and petroleum exploration ventures also led to 
significant reductions in the taxes paid by high-income earners in the 1982 data 
examined in the discussion paper. Some of these, such as the MURB provisions, 
are now being phased out. But others, such as the scientific research tax credit 
(SRTC), have been introduced since 1982. Social policy deductions, such as those 
related to pensions, charitable donations, alimony, medical expenses and gifts to 
the Crown, are less important in terms of their impact on total taxable income for 
this high-income group of tax filers, although the average amount claimed is 
significant in some cases. 


Possible Types of Minimum Tax 


Three general types of minimum personal income tax are described in the 
discussion paper. They are: (1) Alternative Minimum Tax, (2) Add-on Minimum 
Tax, and (3) Limit on Tax Preferences. 


The United States is the only country to have implemented a minimum income 
tax. It has used variations of the add-on and alternative minimum tax structures 
over the past 15 years. The add-on minimum tax was introduced at both the 
personal and corporate levels in 1969. It was replaced at the personal level by an 
alternative minimum tax in 1983. A limit on tax preferences approach was 
considered in 1969 but not adopted. 


The following briefly describes the three different minimum-tax approaches. 


Alternative Minimum Tax (AMT) 


An alternative minimum tax establishes a separate tax structure that would 
parallel the regular income tax. The alternative system would have a lower rate, 
but it would be applied to a broader definition of income. Whereas numerous 
exemptions and deductions can be claimed in the regular tax system, the 
alternative system would permit only a few of these. Exactly which exemptions 
and deductions are permitted in the minimum tax has significant effects on its 
impact, scope and structure. Among those allowed in the alternative system would 
be a substantial basic exemption. This would be necessary to avoid placing an 
excessive tax burden on low- and middle-income tax filers. 


After making the required calculations of taxes owed under both the regular and 
alternative approaches, the tax filer would then pay the higher amount. This is 
illustrated in a hypothetical example cited below for the 1984 taxation year. It 
should be noted that the example is a simplified portrayal of both the regular and 
alternative tax calculations. 


Regular Income Tax 


(Married couple, one earner, with two dependent children) 


Net business income “$75,000. 
minus RRSP contributions 5,500 
minus CPP contributions 677 
minus tax shelter deduction 35,000 
minus personal exemptions 8,850 
minus business loss carry-forward 10,000 

equals: taxable income 14,973 
regular federal tax liability 1,840 
(effective tax rate 12.3 per cent) . 

Alternative Minimum Tax (AMT) 

Net business income $ 75,000 
minus basic AMT exemption 25,000 © 
minus business loss carry-forward 10,000 

equals: AMT income 40,000 — 
times AMT tax rate / 10%. 

equals: federal AMT liability : ae 4,000 


In this case, the tax filer would pay $4,000 in total tax, since the AMT liability 
exceeds the regular tax liability. 


The amount of the basic AMT exemption would obviously be an important factor 
in determining how many non-taxpaying, high-income individuals would have to 
pay more tax. Another factor would be the AMT rate. The rate would have to be 
high enough to ensure that high-income earners pay a reasonable amount of tax, 
but still low enough to avoid weakening a number of incentives provided in the 
current Income Tax Act. 


Given that the implementation of an alternative minimum tax would result in 
different measures of taxable income, tax credits and unused previous-year losses 
than those calculated for the regular tax system, a separate system would have to 
be provided for the treatment of the carry-over of losses and unused tax credits. A 
separate system would also be required for estimating the allowable foreign tax 
credit that could be claimed against the AMT liability. 


The introduction of a minimum tax would not be a one-time change to the income 
tax system. In keeping with the concept of two parallel tax systems, whenever 
changes were introduced in the regular tax system, consideration would have to be 


given to appropriate matching adjustments and transitional arrangements for the 
AMT system. 


Add-on Minimum Tax 


The imposition of an add-on minimum tax would mean the placing of a tax on the 
excessive use of certain preference items —that is, certain exemptions, deductions 
and tax credits. For an individual tax filer, these specified preference items would 
be added up. If they exceeded a basic exemption level, then a flat-rate tax would 
be applied to the excess. The resulting add-on tax would be combined with the 
regular tax liability to arrive at the total personal income tax owed by the 
individual. 


The following simplified hypothetical example illustrates how an add-on minimum 
tax approach would work. 


Regular Income Tax 


(Married couple, one earner, with two dependent children) 


Net business income $ 75,000 
minus RRSP contributions : . 5,500 
minus CPP contributions 677 
minus tax shelter deduction : / 35,000 
minus personal exemptions 8,850 
minus business loss carry-forward 10,000 

equals: taxable income 14,973 
regular federal tax liability 1,840 


(effective tax rate 12.3 per cent) 


Add-on Minimum Tax 


Specified deductions and exemptions $ 35,000 
minus add-on basic exemption : 20,000 
equals: add-on taxable amount 15,000 
times the add-on tax rate : 10% 


equals: add-on federal tax liability ~ 1,500 


In this case, the tax filer has only one deduction that is included in the specified 
list of preference items for the add-on tax. This is the $35,000 deduction for a tax 
shelter investment. The add-on basic exemption is assumed to be $20,000 and the 
add-on tax rate to be 10 per cent. The total personal income tax paid would be 
$3,340, which is the sum of the regular federal tax liability and the add-on federal 
tax liability. 


As the example indicates, the amount of add-on tax an individual has to pay does 
not relate to the individual’s income. Rather, the tax depends on the amounts of 
preferences used. Given that the add-on minimum tax is not structured as a tax on 
income, it would be more appropriate to apply the tax to those individuals who are 
using large amounts of a limited list of tax concessions. This, combined with a 
relatively high exemption level, would serve to better target the add-on tax at 
higher-income individuals. 


The effect of the add-on minimum tax, aside from increasing the tax burden on 
those using large amounts of selected preference items, is to lower the tax benefits 
gained from the additional use of these items. For example, an individual in the 
50-per-cent regular tax bracket facing a 10-per-cent add-on tax, would have his or 
her tax saving from any additional use of preference items (beyond the exemption 
level) reduced from SO per cent to 40 per cent. 


The add-on tax rate would have to be relatively low, in the range of 5 to 10 per 
cent, to avoid being punitive. This is because many preference items, such as 
capital cost allowance for films, allow a deferral of tax liability and not an 
exemption. Accordingly, even such a low rate of add-on tax could remove any 
advantage in using the preference item, except where the regular tax could be 
deferred for extended periods. 


Limit on Tax Preferences 


The third approach would place a limit on the total amount of exemptions, 
deductions and tax credits that could be used in any single year. The total amount 
of all specified tax preferences would be restricted to some proportion, say 50 per 
cent, of total income. This would ensure that at least half of total income would be 
Subject to tax each year. Any excess amount of tax preferences in one year could — 
be carried forward into subsequent years. 


This approach differs from the alternative and add-on systems in that it does not 
require setting up a separate tax base alongside the regular income tax system. As 
a result, in a limit on tax preference approach, excess preference items are taxed 


at the taxpayer’s regular marginal tax rate rather than at a special rate as is the 
case in the other two approaches. 


The following hypothetical example shows ina simplified way how the limit on tax 
preference approach could work. 


Regular Income Tax 
(Married couple, one earner, with two dependent children) 
Net business income : : 
minus RRSP contributions 
minus CPP contributions 
minus tax shelter deduction 
minus personal exemptions 
minus business loss carry-forward 
equals: taxable income 
regular federal tax liability 
(effective tax rate 12.3 per cent) 


$ 75,000 
5,500 
677 
35,000 
8,850 
10,000 
14,973 
1,840 


Tax preferences are limited to $25,000 or half of total income (net business 


income, in this case), whichever is greater. Assuming a broad-based limit on tax 


preferences, the items that would be subject to limits in the above example are the 
deductions for RRSP contributions, CPP contributions, tax shelter deduction, and 
personal exemptions. The excess amount of specified tax preferences would be 
equivalent to the total amount of specified tax preferences ($50,027) minus 50 per 
cent of total income ($37,500). The excess amount ($50,027 — $37,500 = $12,527) 
is added to regular taxable income before the regular marginal tax rate is applied. 
Accordingly, the limit on tax preference approach yields the following: 


Limit on Tax Preferences 
Net business income 


minus RRSP contributions 

minus CPP contributions 

minus tax shelter deduction 

minus personal exemptions : 

minus business loss carry-forward 
equals: regular taxable income 

plus excess tax preferences 
equals: modified taxable income 

modified federal tax liability 

(effective tax rate 17.4 per cent) 


$ 75,000 
5,500 
“6 
35,000 
8,850 
10,000 
14,973 
12,527 
27,500 


4,777 


Consequently, the individual tax filer would owe $4,777 in tax for this year. The 
$12,527 of excess preference items could be carried forward to future years. 


As noted above, this is a simplified example. Because of the difference between 
deductions and tax credits, the discussion paper also describes the option of having 
a two-stage test to check for excess tax credits separately from excess deductions. 


Tax Revenue Raised from Applying a Minimum Tax 


The discussion paper provides information on the revenue effects and the number 
of tax filers affected under the three minimum tax approaches. For each anproach, 
the effects of various design options were simulated, based on 1982 taxation data. 
Of course, the choices of tax rates, basic exemptions and preference items to be 
subject to a minimum tax play a key role in the results of the simulations. 


A minimum tax will not completely eliminate the statistical phenomenon of non- 
taxable, high-income individuals since some of the deductions being claimed by 
such individuals, such as prior year business losses, would remain unaffected by 
any minimum tax, certainly to the extent that they are real losses and not losses 
created by tax preferences. 


In the simulations of the alternative minimum tax, the number of tax filers who 
would have paid extra tax ranged from 1,900 to 100,000, depending on the 
assumptions. However, even using the broadest definition of income, 320 high- 
income individuals would have remained non-taxable in 1982. The federal revenue 
gained from an AMT would have ranged from $4 million to $192 million. 


Simulations of the add-on minimum tax show that this type of approach would 
have affected fewer tax filers than the alternative minimum tax. With a 5-per-cent 
add-on minimum tax in 1982, federal revenues would have been between $5 mil- 
lion and $74 million higher. Nevertheless, even with the broadest add-on tax 
approach, roughly 1,600 high-income filers would have remained non-taxable that 
year. As well, due to the lack of direct income testing in this approach, a 
significant proportion of individuals affected by the tax would have been in the 
middle-income group. In 1982, up to 20 per cent of individuals paying the add-on 
tax would have had incomes below $50,000. While the exemption level could be 
raised to lessen this effect, it would reduce the number of high-income individuals 
affected by the tax as well as the amount of tax they would pay. 


The simulations of the limit on tax preferences approach showed that the number 
of affected individuals would have ranged between 2,000 and 81,000 depending on 
the items included under the preference limit. The gain in federal tax revenue 
would have been between $6 million and $447 million in 1982. However, since 


excess tax preferences could be carried over into future years, the revenue gain 
would have been partially offset in later years. As with the add-on tax, unless large 
exemptions are allowed, a significant proportion of those affected would have had 
incomes below $50,000. If a broad range of preference items is limited, the 
number of non-taxable, high-income filers would have been reduced to 1,781 in 
1982. With a very narrow range of preference items limited, 3,578 high-income 
earners would have remained non-taxable. 


Considerations in the Design and Implementation of a Minimum Tax 


A number of issues arise in considering any of the three minimum tax approaches 
outlined above. These are addressed in much greater detail in the discussion paper. 


1. Difficult choices will have to be made in deciding which preference items — that 
is, which exemptions, deductions and tax credits — should be subject to a minimum 
tax. Every preference item was at one time put into the personal income tax 
system for a good reason. Thus, the introduction of a minimum tax, which would 
reduce the effectiveness of preference items, raises serious economic and social 
policy questions as well as complex technical considerations. A list of possible 
items for inclusion in a minimum tax base is provided below. For each item, the 
question is: Should an individual be subject to extra tax if the use of this 
preference item reduces his or her income tax below a certain, acceptable amount? 
Another way of putting the question is: If an individual’s income tax payable falls 
below a specified amount, which preference items should the individual be 
prevented from using in order to raise his or her tax liability back up to an 
acceptable level? This question will require very careful consideration within the 
context of overall government policy. Hence, public input on this matter will be 
particularly important. The following is a list of potential preference items. The 
“‘off-form” items are those that are not now reported on personal income tax 
returns. The “‘on-form” items are currently reported on the returns. 


2. There may be opportunities for individuals to avoid a minimum tax through 
partnerships and trusts. Thus, an effective minimum tax would have to 
accommodate partnerships and trusts as well. This would raise a number of 
complex issues that would have to be resolved. 


3. While it is not contemplated that a minimum tax would necessarily apply at the 
corporate level, special provisions may be necessary to prevent individuals from 
avoiding the minimum tax by shifting tax preferences or income to corporations 
they control. The federal government is also releasing a paper, The Corporate 
Income Tax System: A Direction for Change. The illustrative proposal in that 
paper would increase the number of profitable companies paying corporate tax. 
The possible changes to the structure of tax incentives suggested in this paper 
would have to be reviewed prior to considering the implementation of a minimum 
tax at the corporate level. 
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List of Potential Preference Items for Inclusion in 
or Exclusion from a Minimum Tax 


“Off-form”’ items 


Work-in-progress for professionals 

Income straddles and splits 

Employer pension plan contributions 

Northern benefits 

Cash basis accounting for farmers and fishermen 
Accelerated depreciation 


“On-form” items 


Items in the measurement of net income 

Excluded portion of realized capital gains 

Dividends (without gross-up and tax credit) 

Negative portion of rental income arising from CCA on MURBs 

$500 scholarship income exclusion 

RRSP and registered pension plan deductions 

RHOSP deductions 

CPP and UIC contribution deductions 

Child care expense deduction 

Interest expenses in excess of investment income 

Employee stock option benefits 

Alimony deduction : 

Allowable business investment losses deduction for Canadian-controlled 
private corporation shares or debt 

Canadian exploration expense deduction 

Film investment deduction 

Tuition fee deduction 

Union and professional dues deduction 


Other exemptions and deductions 

Personal exemptions (basic, married, age, children) 
Disability deduction 

Medical expense deduction 

Charitable contribution deduction 

$1,000 investment income deduction 

$1,000 pension income deduction 

Gifts to the Crown deduction 

Education deduction 

Forward-averaging deduction 


Credits 

Foreign tax credit 

Dividend tax credit 

Overseas employment tax credit 
Investment tax credit 

Child tax credit 

Political contributions tax credit 
Scientific research tax credit 
Share-purchase tax credit 
Federal tax reduction 


4. A minimum tax structure would require complex legislation and would raise the 
administrative and compliance burden for taxpayers and Revenue Canada, such as 
in the keeping of extra records and in the completion and assessment of tax 
returns. 


5. A minimum tax would restrict the access of some individuals to tax incentives. 
This could result in unequal access to an incentive across seemingly similar 
individuals as well as reducing the effectiveness of the incentive. The importance 
of such uneven restrictions on tax incentives will have to be weighed against 
improving the general fairness of the income tax in the design of a minimum tax. 


Conclusion 


The purpose for introducing a minimum tax is to increase the fairness of the 
federal personal income tax system. 


It is clear that whatever the design of a minimum tax, it will not be simple and 
may raise only a modest amount of tax revenue. However, a minimum tax, if 
properly designed, can increase the fairness of the tax system and better equate 
tax liability with an individual’s ability to pay. The purpose of the discussion paper 
is to provide sufficient relevant information so that all interested Canadians can 
assist in designing a minimum tax that will be as simple and fair as possible. 
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